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Introduction

The Telecommunications Act of 1996 requires the implementation of mechanisms to maintain
universal telephone service. The Act required that the mechanisms be specific, predictable and
sufficient. The FederaVState Joint Board issued a Recommended Decision (11/8/96) with options
on how a Federal Universal Service Fund (USF) should be sized and funded.

The Joint Board recommended:

• The use of each telecommunications provider'S revenues to detennine the amounts to be
paid into the fund.

• The size of the fund to be based on proxy costs and a revenue benchmark.

• The amount of funding received by each LEC be detennined on the LEC's benchmark
proxy cost by census Block Group (CBG).

The Joint Board postponed the following pending further evaluation:

• 'Mlich telecommunications providers would have to pay in to the fund.

• 'Mlich revenues should be used (i.e. interstate only, or total interstate and intrastate).

• 'Mlich Proxy model should be used (Benchmark Cost Model 2 (BCM2), Hatfield, et al.).

• At what level the revenue benchmark should be set (annual costs above $20, $30, $40,
etc.).

In response to a request from the National Association of Regulatory Utility Commissioners
(NARUC), the Telecommunications Industries Analysis Project (TIAP), of which Southwestern Bell
Telephone (S\M3T) is a participant, populated a model which calculates USF for different revenue
and benchmark levels. Using the BCM2 and Hatfield proxy model results, the TIAP model
calculates and displays USF size and the funding amounts by state for the various options. This
allows each state to evaluate the impacts of the options.

SVVBT has summarized the TIAP infonnation to show the impacts by RBOC area and SVVBT's
five state area. Additionally, SVVBT isolated the net impacts of the proposed support received and
paid for its own telephone operations. This report summarizes and presents the results from the
TIAP model used to analyze the impact of using a Revenue Base for Federal Universal Service
Support detennination for SVVBT. The net gain or loss in support funds for SVVBT is calculated for
the various revenue, proxy model and annual benchmark levels.

The objective of this analysis is to examine the effect of using the proxy models on USF on the
industry as a whole, on the individual states and on each individual service provider. It is important
to look at all three to ensure that the proxy used for USF reflects a balanced distribution of support
to states and to service providers.



The TrAP Model

The Joint Board is currently evaluating who pays, and is deciding whether it should be based on
industry interstate revenues, or industry interstate plus intrastate revenues. The TIAP model uses
revenues from the total telecommunications industry to calculate the amount to be paid on a state
level. The model is built to calculate payments both on interstate revenues only and total interstate
plus intrastate revenues.

IndUstry revenues consist of IXC, LEC (large and smalO, wireless companies, competitive access
providers (CAPs), cable television companies providing telecommunication services and others.
The revenues reflect net amounts; gross revenues with access revenue payments excluded. For
more information regarding the development of revenue amounts see, -1995 Calculated Interstate
and Intrastate Revenues for the Proposed Universal Service Fund and Formats for Comparisons
of Different Benchmarks- (produced by the Telecommunications Industries Analysis Project,
December,1996).

Using proxy cost results from the BCM2 and the Hatfield models, the TIAP model calculates the
amounts to be paid into the fund by providers in each state. This is done for each benchmarX cost
level O.e. above $20, $30, etc.) and for both interstate only and interstate and intrastate revenues.
The model calculates the net support gain or loss for each state by subtracting the support to be
paid from the proxy support amounts to be received.

,
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Description of the Proxy Cost/Revenue Netting Process

The calculation of the net gain or loss for each benchmark level is based on an agorithm supplied
to TIAP by NARUC. That algorithm is fully explained in their pnper, "The Revenue Base for
Federal Universal Service Support", A Repott to State Pubfic utility Commissioners by the Staff
Subcommittee on Communications of the NARUC, issued December 8, 199E3. In brief, the
algorithm works as follows, for purposes of this exercise:

• The level of cost support for each local service provider is determined based on the
amount of proxy costs in excess of a given benchmarK level ($20, $30, $40, etc.) as
determined by the model sponsor,

• Those cost support requirements are aggregated at the state level (NOTE: this amount
will change for each proxy method and for each benchmarK leveQ,

• Total State plus Interstate (or Interstate only) revenues are determined for each state based
on each state's respective revenue sources according to estimates (NOTE: this amount will
not change, regardless of the proxy method or benchmark level selected),

• The total support required and the total revenue base is aggregated at the nationwide level,

• The relationship between the total nationwide support required and the total nationwide
revenue base is expressed in terms of a USF percentage,

• The nationwide USF percentage is then applied against each state's respective revenue base
to determine the amount each state's revenues to be paid into the federal high cost program,

• Each state's respective paid-into revenues is then deducted from that state's cost support
requirements detennined above, to obtain the Net GainILoss by state.

That algorithm results in interesting curves in the net trends. First of all, for each state, the
trend of costs required in each state peaks at different benchmarK levels based on the
proxied cost characteristics of local service providers within that state. In other words, the
provision of telephone service is simply more expensive in some states than in others,
according to the cost proxy estimates.

Secondly, while the revenue base (interstate plus state sources, or interstate only) for each
state remains constant from option to option, their proportion of pay-out changes for each
benchmarK due to the application of the nationwide relationship of costs to state-specific
revenues. A relationship between each state's respective costs to its respective revenues
might result in a trend more like that of the costs, described above. However, the trend line
that results from applying the nationwide relationship to state-specific revenues creates
peaks in different places than the cost trend. This can clearly be seen for the state of
Missouri in the following example.
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Southwestern Bell Regional (mcluding all LECs) Results
Based on BCM2 Proxy Costs and Interstate-Only Revenues

Missouri
@$20 Benchmark
@$30 Benchmark
@$40 Benchmark

Oklahoma
@$20 Benchmark
@$30 Benchmark
@$40 Benchmark

Support Revenues Net
Received Paid Gain/(Loss)

$424M $483M ($58M)
$257M $244M $13M
$175M $140M $35M

Support Revenues Net
Received Paid Gain/(Loss)

$268M $194M $74M
$159M $98M $61M
$101M $56M $45M
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Southwestern Bell Analysis

The attached analysis is done on both an total industry combined revenue Qnterstate and
intrastate) basis and an interstate revenue only basis. Both BCM2 and Hatfield proxy results were
used and presented. The results have been grouped as follows:

• Proxy support to be received, support to be paid and the net gain or loss (the difference) by
state on a summary RBOC area basis.

• Proxy support to be received, support to be paid and the net gain or loss (the difference) for
states in which Southwestem Bell operates.

• Proxy support to be received, support to be paid and the net gain or loss (the difference) for
Southwestem Bell Telephone Company operations.

The net gain or loss was figured on benchmark amounts of costs above $20, above $30 and
above $40. Essentially, costs for an area above these benchmark amounts were considered to be
eligible for support.

The data was processed on a state-specific basis. The support received and paid was then
summartzed by RBOC areas. Sewral states (Alaska, Connecticut and Hawab) did not fall into one
of the RBOC groupings, and so were totaled together under "Other Areas'. The charts that follow
detail the net gain or loss in USF for the RBOC areas using combined interstate and intrastate
revenues and interstate revenues only under the various benchmark options. The amounts to be
paid or received for an the options can be found in Attachment 1.

The fund size for BCM2 is always larger than Hatfield under an benchmark. cost levels, due to the
difference in which costs are used each model. The BCM2 proxy model includes many costs
which the Hatfield model excludes. For both BCM2 and Hatfield, the support paid and the support
received follow a downward trend as the benchmark. cost amount increases. Since the total
support is based upon the amount of cost that is greater than the benchmark level, it is logical that
the fund size decreases for both proxy models and the benchmark. cost level increases. Since the
net gain or loss of USF is the difference between the amount received and the amount paid, it
may be less predictable.

The net gain or loss changes when only interstate revenues are used to determine USF payments,
but the areas that receive and pay stay the same. The net USF increases in general for the states
because by using interstate revenues as a basis for fund payments, interstate telecommunications
providers have a larger percentage of the total industry amounts and thus will be paying a larger
portion to the fund.
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USF Net Gain/Loss Under BCM2
(Combined Revenue)
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RBOC Net Gain/Loss Under Hatfield
(Interstate Revenue)
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The next step was to analyze the support received and paid within the five state area in which
SWBT operates. The charts below show the net gain or loss in USF for the states in SWBT
operating areas using combined interstate and intrastate revenues and interstate revenues only
under the various benchmaJ1( options. The state areas would be receivers of USF under almost all
options, with the exception of Texas, using the BCM2 model. (see specific SWBT detail in
Attachment 1).

More analysis should be done to determine the net impact on the individual service providers
within each state. Due to the interstate eaniers having a larger percentage of the fund payment,
more USF ends up in SVVBT's states using interstate revenues rather than combined interstate
and intrastate revenues.

USF Net Gain/Loss Under BCM2 - SWBT Areas
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USF Net Gain/Loss Under Hatfield - SWBT Areas
(Combined Revenue)
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To detennine the impact of the various options within the model for SWBT specifically, the state
support results amounts from both the BCM2 and the Hatfield proxy models were replaced with
SWBT costs from those models. Also, SWBT interstate only and combined interstate and
intrastate revenues replaced the state industry revenues. The total industry fund detennined by
proxy results and the total industry revenues used to determine payments remained unchanged.
The SWBT revenues represent SWBT Operations only.

The BCM2 consistently assigns more support received than the TIAP model assigns to SWBT to
be paid. This is true for both rewnue options, as well as the three benchmark lewis. The Hatfield
model also generally assigns more support received than paid for SVVBT, however, the total net
gain is significantly smaller for the $20 and $30 benchmark levels, and shows a loss for the $40
level. (See specific SWBT detail in Attachment 1).

The charts that follow show the net gain or loss in USF for SWBT using combined interstate and
intrastate rewnues and interstate revenues only under the various benchmark options. Using
SWBT interstate rewnues only, the net gain or Joss for SVVBT study areas increases dramatically
for both BCM2 and Hatfield. This is again due to interstate providers paying a larger percentage of
the fund, but is also a result of using SWBT specific rewnues which result in a significantly lower
percentage of fund payment.
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USF Net Gain/Loss Under Hatfield - SWBT
(Combined Revenue)
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Comparisons of Annual Net Revenues per Line

Tabs 2 through 5 contain charts per RBOC regions Qncluding all LECs within the telTitory) on a
cost per line tasis. This comparison illustrates that the total net revenue impact per state may
exaggerate the level when based on population in the area. Population was not readily available
from the TIAP product and lines are used as an easily understood surrogate to show that
distribution.

Summary

It is important to note that the net gain and loss figured in the TIAP model and displayed in this
report reflects only the net impacts or the difference between what a RBOC area, state area, or
SVVBT company would receive from the fund based on proxy costs, and what it would pay into the
fund based on revenues. Although the support received from and the amount paid to the USF
follow a logical decrease as the benchmaJ1( cost Iewl increases, the net difference can increase
and decrease regardless ofthe lewl the benchmaJ1( cost is set at.

In ewry case, BCM2 results in more support being availat*! to fund high cost areas than Hatfield
does. However, how the support is paid for and who pays it varies considerably. The BCM2
model produces more balanced, predictable results than the Hatfield proxy model. For the
summary by RBOC area, there are equal numbers of "winners and losers- under BCM2, but there
are more losers than winners under Hatfield.

For SWBT, the BCM2 model produces more support for its high cost areas than Hatfield. Below
are charts which detail SWBTs USF support received and paid and the net gain or loss based on
total revenues, for both the BCM and Hatfield proxy models and for benchmark levels of $20, $30
and $40. Although the percentage of support amount paid remains constant as the benchmark
lewl increases, the percentage of support amount received declines. This is due to SWBT seNing
a significant number of areas with costs that are below the increased benchmark levels.

SCM Proxy - CombiDeti Revnaes
"UI'I"'II "UI'I"'" ~-. 1""1'1"''' 1""1'1''''' .....,,_aaa.-. "Uppv' I 'UI'I"'U ,.~.~-.

Received Paid above or Loss in Received Paid above or Loss in Received Paid above or Loss in
above $20 $20 Support aboveS30 $30 Support aboveS40 S40 Support

Total lndustry Fund 14,666 7,425 4,259

Total SWBT State Areas 2,139 1,959 180 1,191 992 199 756 569 187

SWBTOnly 1,362 748 613 541 379 162 289 217 71
1rcrcem UI .,' '0 I 'U

TotaI1ndustry Fund 9.28% 5.10°;' 4.18°;' 7.29% 5.10°'" 2.18°;' 6.78% 5.10°;' 1.67%
••u v ,~. 'v

Total State 63.64% 38.190 ;' n/a 45.42% 38.19°" Dla 38.16% 38.19°;' Dla

NOTE: All amounts shown in millions
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Conclusions

A similar analysis for each local service provider should be performed and the impacts understood
before the Joint Board decides on a model. Data for that analysis is not available from the current
nAP source.

In examining the industry data and SWBT's data, it can be concluded that:

• SwaT benefits by the use of BCM2 proxy costs rather than Hatfield proxy costs,
assigning as much as $392 million more to USF using total revenues and $578 million
more using interstate revenues.

• SwaT is a net support recipient whether total or interstate revenue is used as the basis of
funding. However, the use of interstate revenue would net SwaT as much as $290
million more" than using total interstate and intrastate revenue.

• SwaT pays, or funds, a smaller portion of support if interstate revenues are used.
Without the intrastate revenues in the calculation, the support relies more heavily on
interstate telecommunications providers, such as IXC's.

• More analysis is needed to determine the impact of the two proxy models, the two
revenue amounts and the different benchmar1( cost levels for non-Tier 1 companies.

SwaT has long promoted the use of actual costs for Universal Service support funding. Of the
models that are currently being analyzed by the industJy and regulators, the BCM2 proxy model
since it provides support amounts that are closer to actual cost support requirements. Interstate
only revenues should be used rather than total interstate and intrastate revenues. This keeps the
responsibility for the majority of the federal USF to be appropriately funded by interstate providers.
Lastly, the benchmar1t level should be reasonable, to ensure that the local service provider can
recover the costs of providing reliable and affordable telephone service.
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USF SUPPORT BASED ON BCM2 PROXY COST
FUND PAYMENT BASED ON 1995 NET TOTAL INDUSTRY REVENUES

Att nent 1
Page 1 of 4

BCM Annual Costs Above $40
suport support

Recelve4 Paid

BCM Annual Costs Above $JO
Suport Support

Rec:eIve4 Paid

BCM Annual Costs Above $20
Suport support

Recelve4 Paid

RBOCAre..

Total Ameritech Area 2,441,248 l:m:ili. 1,146,972 586,173 635,077
Total Bell Atlantic Area 1,646,251 768,209 405,816 582,353
Total Bell South Area 3,563,086 1,822,590 950,443 850,512
Total NYNEX Area 1,281,617 645,744 365,540 522,510
Total Pacific Bell Area 966,]66

::gm I! IIIII ]28,748 176,786 485,]98
Total Southwestern Bell Area 2,1]9,]96 1,191,147 756,280 568,978
Total US We:."t Area 2,]51,619 1,390,235 947,145 525,222
Other Areas 0 276,006 131,581 70,855 88,988

Totals 14,665,589 14,665,589 0 7,425,225 7,425,225 0 4,259,0]8 4,259,038 0

Southwestern BeD Area

Arkansas 265,796 127,248 138,548 175,545 64,426 111,119 113,800 36,954 76,846
Kansas 216,663 137,794 78,869 135,529 69,765 65,763 93,776 40,017 53,759
Missouri 423,818 417,448 6,]70 256,867 211,]55 45,512 175,081 121,231 5],850
Oklahoma 267,610 170,523 97,087 159,072 86,336 72,7]6 101,089 49,522 51,567
Texas 965,509 1,106,209 (140,699) 464,135 560,076 (95,942) 272,534 ]21,254 (48,721)

Total Southwestern Bell Area I 2,139,396 1,959,221/;iHIQ;:111 1,191,147 991,959 ;[immmimJI1l: 756,280 568,978 ?;iilm(jlEmll1~~j

Southwestern BeD Only

378,860 iEliimli@l~~~, 217,] 10 imUimlljmlh(ll~!Q;,

Arkansas
Kansas
Missouri

Oklahoma
Tex&$

Total Southwestern Bell

210,153
121,119
257,967
167,710
604,553

1,]61,502

48,541 161,612 127,806
64,862 56,258 50,375

119,223 138,744 100,914
76,313 91,397 74,427

439,348 165,204 187,540

748,287 X ~J~~l~ 541,062

24,576
32,840
60,363
38,6]7

222,443

103,230
17,535
40,551
35,790

(34,903)

78,812
25,671
55,170
]9,610
89,297

288,560

14,097
18,836
]4,624
22,162

127,591

64,715
6,835

20,546
17,448

(38,294)

• Includes Alaska, COlUlecticut and Hawaii



USF SUPPORT BASED ON BATFIELD PROXY COST
FUND PAYMENT BASED ON 1995 NET TOTAL INDUSTRY REVENUES

Att. nent 1
Page 2 of 4

Hatfield Annual Costs Above $40
Suport Support

Recdvell P...

Hatfield Annual Costs Above $30
Suport support

RecdvN Pal.

Hatfield Annual Costs Above $20
Suport support

RecdvN Pal.

RBOCAreu

Total Ameritech Area 718,051 272,290 57,265 187,792
Total Bell Atlantic Arca 415,129 109,156 12,047 172,201
Total Bell SQUth Area 1,210,784 431.057 93,892 251.496
Total NYNEX Area 300,862 95.960 19,771 154.506
Total Pacific BeIl Area 380,683 249,906 173,158 143,532
Total Southwestern Bell Area 1,091.998 682.682 378,876 168,246
Total US West Area 1.192,914 811,085 524,385 155,308
Other Areas 0 18,969 190 0 26,314

Totals 5,329,391 5,329,391 0 2,652,326 2,652,326 0 1,259,395 1,259.395 0

Southwestern BeD Area

Arkansas 134,133 46,241 87,892 72,090 23,013 49,076 26,784 10,927 15.857
Kamu 124,251 50,074 74,178 83,710 24,921 58,790 54,375 11,833 42.542
Missouri 207,657 151,698 55,959 130,198 75,497 54,701 60,575 35,848 24,727
OUahoma 178,904 61,967 116,937 120,934 30,840 90,094 73,339 14,644 58,695
TcllU 447,053 401,990 45,063 275,750 200,062 75,688 163,804 94,995 68,809

Total Southwestern Bell Area I 1,091,998 711,970 ;mH:H;~,g~Q~": 682,682 354,332 H:n;:!;i~~1d1~ 378,876 168.246 :m!lHjll\im~J.P!§~g

Southwestern BeD Only

64,258 im!llllll!!m[Ql~llll

Atkansu

Kansas
Missouri
Ok-lahoma
Tcxas

Total Southwestern BeIl

69,186
62,847
87,107
82,7110

190,567

492,488

17,639 51,547 22,391 8,779 13,612 3,454
23,570 39,277 24,851 11,730 13,121 8,646
43,325 43,782 36,329 21,562 14,768 165
27,732 55,048 32,552 13,1101 18,751 1,957

159,657 30,910 53,074 79,458 (26,384) 18,924

271,923 He HglP.~§.!til 169,197 135,330 m.imIH1;li;;i;~;}.!Kf1'" 33,146

4,168
5.570

10,238
6,553

37,729

(714)
3,076

(10,073)
(4,597)

(18.804)

o Includes Alaska, Cormecticut and Hawaii



USF SUPPORT BASED ON BCM2 PROXY COST
FUND PAYMENT BASED ON 1995 NET INTERSTATE INDUSTRY REVENUES

Ath. .nent 1
Page 3 of 4

BCM Annual Costs Above 540
Suport Support

Recelve4 PaW

BCM Annual Costs Above 530
Saport Support

Recelve4 PaW

BCM Annual Costs Above 520
Saport Support

Reulve4 PaW

RBOCAreu

Total Ameritech Area 2.441,248 1,146,972 586,173 582,086
Total Bell Atlantic Area 1,646,251 768,209 405,816 591,439
Total Bell South Area 3,563,086 1,822,590 950,443 845,721
Total NYNEX Area 1,281,617 645,744 365,540 589,739
Total Pacific Bell Area 966,366 328,748 176,786 420,020
Total Southwestern Bell Area 2,139,396 1,191,147 756,280 545,959
Total US West Area 2,351,619 1,390,235 947,145 578,062

Other Areas * 276,006 131,581 70,855 106,013

Totals 14,665,589 14,665,589 0 7,425,225 7,425,225 0 4,259,038 4,259,038 0

Southwestern BeD Area

Atkano.. 265,796 144,211 121,585 175,545 73,014 102,531 113,800 41,880 71,920
Kan.... 216,663 147,061 69,601 135,529 74,458 61,071 93,776 42,708 51,068
Mi..ouri 423,818 482,535 (58,717) 256,867 244,309 12,558 175,081 140,133 34,948
Oklahoma 267,610 193,848 73,762 159,072 98,146 60,926 101,089 56,295 44,793
Texu 965,509 912,302 53,207 464,135 461,901 2,234 272,534 264,942 7,592

Total Southwestern Bell Area I 2,139,396 1,879,957 ;HH\'\ll;\lll?~+)'!' 1,191,147 951,827 :;lli\!ml!!lllmDt\ 756,280 545,959 !l!l\\\lll!mllltl~*t\

Southwestern BeD Only

Arkanou

Kansu
Mi••ouri
Oklahoma

Texa.

210,153
121,119
157,967
167,710
604,553

29,975
42,970
82,961
47,500

253,969

180,178
78,149

175,006
120,210
350,584

127,806
50,375

100,914
74,427

187,540

15,176
21,756
42,003
24,049

128,585

112,629
28,619
58,911
50,378
58,955

78,812
25,671
55,170
39,610
89,297

8,705
12,479
24,093
13,794
73,755

70,107
13,192
31,077
25,815
15,542

Total Southwestern Bell 1,361,502 457,376 \>\;iE291";~ 541,062 231,570 HU:;;jU~OlM~ 288,560 132,827 IlmlllmHl!il,llk1J~;

* Includes Alaska, COIUIecticut and Hawaii



USF SUPPORT BASED ON HATFIELD PROXY COST
FUND PAYMENT BASED ON 1995 NET INTERSTATE INDUSTRY REVENUES

Atl. nent 1
Page 4 of 4

Hatfield Annual Costs Above $40
Sapo'" Suppo...

Received Paid

Hatfield Annual Costs Above SJO
supo'" support

Received Paid

718.051 272.290 57.265 172.123
415.129 109,156 12,047 174,888

1.210,784 431.057 93,892 250,079
300.862 95,960 19.771 174.386
380.683 249,906 173,158 124,200

1,091,998 682,682 378.876 161,440
1,192.914 81l.O85 524.385 170,933

18.969 190 .:,..... 0 31,348

5.329.391 5.329,391 (0)1 2,652.326 2,652,326 0 1,259,395 1,259,395 0Totals

Hatfield Annual Costs Above $10
Sapo'" Support

Received Paid

RBOCAreu

Total Ameritech Area
Total Bell Atlantic Area

Total Bell South Arca
Total NYNEX Area
Total Pacific Bell Area
Total Southwestern Bell Area
Total us West Area

0Ihcr Areas -

Southwestern BeD Area

Arkansas
Kansas

Missouri
Oklahoma
Texas

Total Southwestern Bell Area

134,133 52,405 81,728 72,090 26.081 46,009 26.784 12.384 14,400
124,251 53.441 70,810 83.710 26,597 57.114 54.375 12.629 41,746
207.657 175.350 32.307 130,198 87,268 42.930 60,575 41,437 19,138
178.904 70.443 108.461 120,934 35,058 85,876 73,339 16.647 56.692
447.053 331,525 115.527 275,750 164,993 110,757 163,804 78,343 85.460

1,091,998 683,166 i+m;:::.Ml'~~~; 682.682 339,997 ;; i::::lft::~it%~!tl; 378,876 161,440 !11;lmllllll::~11~~'J:

Southwestern BeD Only

39,277 illliilll\l.iliiillitiblBl

Arkansas
Kansas
Missouri
Oklahoma
Texas

Total Southwestern Bell

69.186
62.847
87.107
82.780

190.567

492,488

10,893 58,294 22,391 5,421 16,970 3,454
15,615 47,232 24,851 7,771 17.080 8,646
30,148 56.960 36,329 15.004 21,326 165
17,261 65,519 32,552 8,591 23,962 1,957
92,291 98,276 53,074 45.931 7.142 18,924

166,208 {;,;, i;;;13§~JQ 169,197 82,718 ;:.liillMmii;l[§~.?l:1 33,146

2,574
3,690
7.124
4.079

21,809

880
4,956

(6.959)
(2,122)
(2.885)

- Includes Alaska, Connecticut and Hawaii



TAB 2
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